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KEY ECONOM 


INCOME and PRODUCTION 1973 
GNP at current prices 9945.5 
GNP at constant 1972 prices 829.4 
Per Capita GNP, current prices ($US) 398.2 
Investment as % of GNP 17.6 
Indices: as of December 31, 1975 
Agricultural Production (1972=100) L225 
Industrial Production (1972=100 ) A214 
Production (1000s of metric tons) 
Soybeans L23 
Cotton 85 
Tobacco 26 
Sugar 69 
Frozen Meat 22 
Cement 74 
Electric Power Production 2/ 
(000,000 kwh) 378 
MONEY AND PRICES 
Money Supply 106.9 
Time Deposits and Savings Accounts 90.9 
Bank Credit 
A. To Private Sector 192.9 
B. To Public Sector DO. 
External Debt Service (% of exports) S727 
Indices: (as of Dec. 31, 1975) 
Consumer Price (1972=100) 114.1 
Wholesale Price (1972=100) Lo 
BALANCE OF PAYMENTS AND TRADE 
Gross Foreign Reserves 57.1 
Balance of Payments 21.52 
Balance of Trade 4.6 
Exports (FOB) 126.9 
u.S. Share’ 3/ 1624 (12.5 
Imports (CIF) = 322.3 
U.S. Share (of FOB imports) 27.3 “(4a 8 
1/ Preliminary data 2/ Government owned power 


Source: Central Bank, Embassy estimates 


ONOMIC INDICATORS 
Exchange rate as of April 31, 1976 
U.S. $1.00 = ¢ 126 


1/ % Change 
1974 1975 1974-1975 
1: 333.5 1,520.2 + 14.0 
898.0 942.9 + 5.0 
518.4 574.5 + 10.8 
17.6 17.5 oe 
134.9 138.0 a 23 
132.2 129.6 ~ 56 
185 210 + 1568 
85 100 + 17.6 
33 25 - 24,2 
70 52 « 95.7 
8 3 = 62.5 
1 
103 153 + 48.5 2 
504 592 +335 ' 
133.7 157.8 + 18.0 
109.4 147.9 + 35.2 
225.4 262.7 + Be 
50.2 53.3 + 63 
16.8 20.2 is 
139.2 151.3 +284 
191.6 213.4 + 11.4 
87.0 115.8 + 33.1 
38.6 34.5 sade 
- 4.2 - 36.5 aval 
169.8 176.2 38 
12.9%) 19.4 (11.4%) 15.5 (8.8%) - 20.1 
198.3 212.7 » es 
14.8%) 15.6 (9.1%) 21.8 (11.7%) + 39.7 


yer monopoly (ANDE) 3/ Includes In-transit imports 











SUMMARY 


Preliminary figures indicate that Paraguay maintained a modest level 
of real growth in 1975 in the face of a decline in industrial 
production and continuing poor market conditions for some of its 

most important exports. Agricultural production rose despite a severe 
frost which ruined many crops. Foreign exchange reserves grew, even 
though the trade deficit. which was noted in 1974 continued in 1975. 
Large inflows of capital, much of it related to the Itaipu hydroelectric 
project with Brazil, covered the 1975 trade deficit and are expected 
to also cover the larger trade deficit expected in 1976. The increase 
in total foreign trade is also forecast to continue. Imports from the 
United States and Brazil rose substantially. Total external debt 

rose 26 percent. Central government revenues and expenditures both 
increased. A budgetary surplus was maintained, and the Guarani, 
Paraguay's currency, remained stable, due to the traditionally con- 
servative monetary policies which were continued in 1975. Now that 
the Itaipti hydroelectric project has entered the construction stage, 
it offers expanded trade opportunities for U.S. firms. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Growth Rate - Steady Improvement 


Paraguay's 1975 real economic growth rate was 5.0% (preliminary figures). 
Even with the high population growth rate of approximately 3% per 

annum, real growth per capita was around 2%. Despite a severe frost 
which damaged several key crops, aggregate agricultural production 

rose 2.3%. Aggregate industrial output was down 2.0%, due largely 

to the decline in processed meat sales. The output of some sectors 

was up. New installations caused cement production to rise 48.5% 

and electric power production was up 17.5%. In 1976, additional capacity 
of 100,000 kw per hour will be added to the present 90,000. Both 

the cement and power capacity expansions are largely in anticipation 

of the requirements of the Itaipu project. 


Crops and Livestock - mixed results again 


A severe frost in July destroyed the coffee crop, and inflicted 
extensive damage on others, particularly sugar cane and tung nuts. 
Aggregate output increased slightly according to preliminary figures, 
however, largely due to increased acreage and favorable weather in 
the second half of the year. The livestock sector was badly hurt 

by continued low demand and depressed prices on the world market. 





Soybeans have been described as Paraguay's glamour crop in recent 
years, and are one of the few items produced both by large farming 
companies and small plotholders. Production in 1975 reached 
210,000 metric tons, an increase of 125% over 1972 levels. 


Despite intensive government efforts to increase wheat production, 
output was only 18,000 metric tons (hereafter MT) in 1975 due to 
problems with disease, fungus, and the marginal suitability of the 
land. This is a drop of 49% from the disputed figure of 35,000 MT 
for 1974, but is consistent with 1972 and 1973 levels of 17.6 and 
23.0 MT respectively. 


Other grain crops showed good results. Corn production rose 16% 
to 291,00C MT, rice 12% to 56,200 MT, and grain sorghum 15% to 
8,500 MT. 


Cotton production rose 18% t0100,000MT, tobacco was down 24% at 
25,000 MT, and castor bean output declined a further 33% to 10,000 MT. 
Milk production recovered in 1975 to approximately 120,000 MT. 
Mandioca (cassava), the carbohydrate staple of Paraguay, rose 21% 

to 1,400,000 MT. Of the three crops most affected by the frost, 
sugar production is estimated at around 52,000 MT, a decline of 26%, 
tung oil production dipped 61% to 5,800 MT, and the coffee crop was 
destroyed. 

Paraguay's livestock sector, which is of singular importance to the 
nation's economy in terms of domestic employment and export earnings, 
did not recover from the sharp decline of 1974; export slaughter 
totalled 120,000 head. Exports remained at low levels compared 

to the banner years of 1972 and 1973, largely because of the EEC's 
beef import ban. Declining prices lowered earnings on these exports 
from $35.2 million in 1974 to $31.7 million in 1975. The prospects 
for export of frozen meat in 1976 are poor. On the brighter side, 
prices for canned corn beef are rising, and exports of this product 
are expected to return almost to previous levels. With the return 
of the corned beef trade, packing houses expect the export slaughter 
to reach 200,000 head in 1976. The industry remains in precarious 
financial condition, however, and the future of some firms is in doubt. 


Balance of Trade - Growing Deficit 


Total foreign trade was up moderately in 1975. Exports rose 3.8% 

in value to $176.2 million FOB; imports 7.3% to $212.7 million CIF. 
After a three year period (1970 through 1973) of a trade surplus, 
Paraguay developed a small deficit ($4.2 million) in 1974, and a 
much larger one ($36.5 million) in 1975. The trade deficit is likely 
to continue expanding during 1976 and beyond,and the value of both 
imports and exports (which have more than doubled since 1972) are 
expected to continue to rise. 





The following table shows the 1975 value and volume trends for Paraguay's 
principal exports. All 1975 figures are preliminary. % Change 
Average Price 
Value % Value Change Volume % Volume Change Per Ton 
Commodity $ Million 1974-1975 Metric Tons 1974 - 1975 1974 - 1975 


1. Meat and 

meat products She 20 
2. Sawn Timber 32.2 107,012 + 39 
3. Cotton fibers 20.54 26,525 20 
4. Seeds for indu- 19.1 - 111,787 2 
strial use (mainly soybeans) 
5; Tobacco L220 24,959 
6. Essential oils a.6 842 

(mainly petit grain) 
7. Vegetable Oil 10.6 2t 20,429 - 28 
8. Sugar 6.7 33 13,580 - 32 - 


Although the relative importance of some export markets shifted in 1975, 
the general pattern remained the same. Exports to Argentina rose 29% 
to 38.5 million, in spite of an Argentine suspension of sawn timber 
imports; those to the United States declined 20% to $15.5 million, 
largely reflecting the reduced level of canned corned beef sales. 
Unrecorded border trade among Argentina, Brazil and Paraguay became 

a much debated political issue during 1975. Exact levels are not known 
but are estimated at between 40 and 100% of recorded transactions. Pre- 
liminary figures show the following Paraguayan exports to principal 
importing countries in 1975: 


Country 1975 Exports % Value Change 1974-1975 


Argentina $ 49.7 million + 29 
West Germany 22,0 2 - 1 
United Kingdom 18.5 + 24 
United States 1555 - 20 
Netherlands ES ie - 4 


1975 imports continued to be mainly manufactured and semi-processed 
goods. The following table compares 1975 and 1974 imports of principal 
products: 1975 Value % Value Change* 
Commodity $ Million __1974 - 1975 


** 1. Crude Oil 29.1 - 2 
2. Boilers and heavwy 14.8 + 37 
machinery 
3. Alcoholic Beverages 12.9 + 84 
4. Steel Bars, Plates and 9.6 + 23 
Rods 
Buses and Trucks Ii + 7 
Electrical Apparatus ee 
Cars and light trucks 5 
Agricultural Machinery 
and equipment ‘ 17 


+ 10 





atm 


1975 Value % Value Change 
Commodity ($ Million 1974 to 1975 


*** 9, Cigarettes 4.8 + 37 
*** 10. Wheat and wheat products 4.3 - 59 


* Based on final 1974 figures which may differ from the preliminary figures 
used in last year'sTrends Report. 1975 figures are preliminary. 


** Non-official sources estimate crude oil imports at $40 million. 


*** The changes noted for these products reflect, in part, changes in 
record keeping procedures. 


After a 1974 decline, purchases fromthe U.S. rebounded to surpass previous 
levels; Brazil continued its spectacular gains in market share in 1975. 
Non-petroleum imports from Argentina rose also. (In 1974 Argentina 
supplied a large portion of crude oil imports, but very little in 1975, 
when almost 100% was obtained from Algeria as part of a barter 
agreement). The following table shows principal exporting countries. 
1974 figures are final; 1975, preliminary. 

% Change 


Country Exports to Paraguay (SMillion) 1974 to 1975 
z= 1975 


Brazil 28.3 Suk. 31 
Argentina 48.4 33.3 x 
Algeria (crude oil) 10.5 26.6 153 
United States 18.6 21.8 39 
West Germany 14.3 14.5 1 


Concessional credits from Argentina and Brazil have been a major factor 

in their substantial share of market gains in the past few years. 

During 1976, the Itaipu project will cause imports from Brazil to rise 
further, and should also offer greater opportunities for the United States. 
Paraguay's principal imports from the U.S. are machinery, motors, motor 
vehicles, and ferrous metal manufactures. Trade with Argentina for 1976 
is difficult to forecast because of policy changes now being implemented 
by the new government of that country. 

Money, Credit and Government Finances 


Central government revenues increased to $140.5 million in 1975, and 
expenditures to $138.9 million. Applying the GNP deflator of 9%, this 
represents increases of 1% and 11% respectively from the previous year. 
Thus, although a budget surplus was retained, the fiscal policy trend 
for 1975 was moderately expansionary, partially a reaction to the 
increase in unemployment during the year, although also reflecting a 
general increase in public sector salaries. 


The money supply continues to increase but at a decreasing rate, 

18% in 1975 as compared to 25% in 1974 and 31% in 1973. Inflation is 
variously estimated at between 8 and 12% for 1975. The composite 

GNP deflator is 9%. Conservative monetary policy has kept the Guarani 





a stable currency for over 15 years; the Central Bank rate of 

$1.00 = ¢ 126, and the floating market average range of $1.00 = 

¢ 133 - 136, are unchanged. Registered imports and exports, 

imports of capital, and remittances of profits and dividends are 

made at the 126 to 1 rate. Further faith in the currency can be 
noted in the 35.2% increase in the value of time deposits and savings 
accounts held by the public. 


Bank credit to the private sector rose 17% in 1975, the same amount 
as the year before. Credits to the public sector demonstrate the 
mildly expansionary shift previously noted in fiscal policy. After 
an 11% decrease in 1974, they rose 6% in 1975. Private sector credit 
amounts to five times that of the public sector. 


The expanding trade deficit has not, as yet, brought major pressure 
to bear on the value of the Guarani. The balance of payments remains 
in surplus due to large scale foreign borrowing, both from the 
international lending agencies and from Brazil. Gross foreign 
reserves rose accordingly by 33% to $116 million. Pressure may begin 
to accumulate as service on the foreign debt increases. 


Status of Major Hydroelectric Projects 


Progress on the two binational hydroelectric projects with Brazil 
(ITAIPU) and Argentina (YACYRETA) continues, although schedules are 
experiencing minor delays and cost estimates have risen significantly. 
As costs continue to rise, financing could become a crucial factor. 

The Itaipu project has reached the early construction stage. A bypass 
canal is under construction at an estimated cost of around $300 million. 
It is expected that between $250 and $400 million will be spent in 1976, 
and that the amounts will increase annually for several years. 

American firms have already sold several million dollars worth of 
earth-moving and excavating equipment, and further opportunities 

will arise as the project progesses. U.S. firms are actively competing 
for the contracts for turbines, generators and regulators. When 
completed in the mid-1980's, Itaipu, at 12,600 megawatts, will be the 
largest hydroelectric installation in the world in terms of output 
Capacity. It is to be financed largely by Brazil. 


The Yacyreta project is still in the planning stages, but construction 
may get under way in late 1976 or early 1977. Financing has yet to 

be arranged. Smaller than Itaipu, it is nevertheless a sizeable in- 
stallation, with a planned initial output capacity of 4,050 megawatts. 
An American firm is the principal partner in the consortium doing the 
executive design, and hopes to provide the feasibility and executive 
design services for the longer range Argentine/Paraguayan CORPUS project. 


The current cost estimates for Itaipu and Yacyreta are under revision. 
A conservative estimate is that these two projects will eventually cost 
well over $10 billion, when financing charges are included. CORPUS 
would add another $5 billion or so. 





Infrastructure Development Programs 


The bilateral and multilateral public lending institutions continue 
to look favorably on Paraguay and have adapted their programs to 
complement the government's development priorities listed below: 


1) electric power generation and rural electrification; 2) primary 
and secondary road development and improvement; 3) agriculture and 
livestock improvement; and 4) public communications systems (work 
on a microwave relay link and a satellite ground station began in 
early 1976, and this year will also see a large increase in the 
telephone system's capacity). 


Some probable future projects for the IDB are in the areas of water 
treatment, pre-investment studies, airport and road design,; and for 
the IBRD, agro-industry development, airports and roads. The 
government is also continuing with a school building program in the 
interior, and a series of agricultural pioneer colonies to open up 
new farmland and expand land ownership. 


Implications for the United States 


Key opportunities for United States exports lie in the hydroelectric 
projects discussed above and in providing engineering, advisory 
services, and equipment for projects financed by the international 
lending agencies. It is absolutely essential that any U.S. supplier 
interested in participating in these hydroelectric projects or in 
IBD/IBRD financed projects, do so through an agent or representative 
in Paraguay. 


In the long run, however, the U.S. share of Paraguayan imports is 

likely to decline. Local industrial development will be centered at 
first in import substitution. Moreover, Argentina and Brazil have 

the crucial advantages of geographical proximity and lower import duties, 
as well as economic, social, and cultural ties to Paraguay. As the 
quality and level of technology of their products increases, they 

will increasingly displace U.S., Japanese, and European goods in the 
Paraguayan market. This has already happened with such items as cars, 
appliances and low technology machine tools. U.S. firms with 

Brazilian and Argentine subsidiaries will of course benefit. American 
exporters in order to remain competitive in Paraguay, will have to keep 
a technological edge, offering products with unique characteristics, 
capabilities, or performance, to fill the voids left by mass market goods. 


The investment climate in Paraguay remains good, and the government 
continues to encourage foreign investors, particularly in export- 
oriented sectors of the economy. A new investment and export incentive 
law, No. 550/76,took effect recently. It offers all the traditional 
incentives to foreign capital, with increased benefits for investments 
in exporting industries or less developed areas. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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